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Floor Situation:

TheHouseisexpected to consider H.R. 3081 sometimelater thisweek. The RulesCommittee hasnot yet
scheduled atimeto meet onthebill. Additiona information ontherule and potential amendmentswill be
provided in aFloorPrep prior to floor consideration.

Highlights:

Please Note: The following analysisis based on the text of H.R. 3081 as it was introduced. Last
week, the Ways & Means Committee postponed a markup scheduled for October 21; it hasyet to be
rescheduled. Nevertheless, lawmakers are expected to make changes to the tax portion of the bill
beforefloor consideration.

H.R. 3081 increasesthe minimum wage by $1 over three yearsand provides approximately $29.7 billion
intax relief over fiveyears(many of theseprovisonsaresimilar to H.R. 2488—the Taxpayer Refund and
Relief Act—which President Clinton vetoed on September 23). Specificaly, thebill:

* increasesthe minimum wagefrom $5.15to (1) $5.48 on April 1, 2000; (2) $5.81 on April
1,2001; and (2) $6.15 on April 1, 2001;

* includes measures designed to reform pensions and enhance retirement security. Specifi-
cdly, thehill (1) increases portability of pensonsso employeesmay “roll over” plansfrom
onejobtothenext; (2) dlowsadditiona salary “catch-up” contributionsfor workersover
age 50 (i.e,, individuadsmay deposit additional amountsinto certain retirement accounts);
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(3) accelerates vesting requirementsfor employer matching contributions; (4) increases
contribution and benefit limitsin pension plans; and (5) smplifiesthe pension system to
help businesses offer or improvetheir plans;

* reduces estate and gift taxesover afive-year period;

* increasesthe deduction for health insurance of self-employed individuasto 100 percent
beginning in 2001,

* authorizesthe HUD Secretary to designate 15 “renewa communities’ in both urban and
rurd aress, allowing themto quaify for specia tax incentives;

*  extendsthework opportunity and welfare-to-work tax creditsfor 30 monthsthrough
December 2001,

* increasesthe business meal expense deduction to 60 percent in 2002 (from the current
level of 50 percent);

* includesanumber of provisonsto providerea estatetax relief; and

* extendsthe disabled access credit toany businessto subsidizethe cost of bringing certain
inter-city busesinto compliancewith the 1990 Americanswith DisabilitiesAct.

Background:

In 1938, Congress enacted the Federa Labor Standards Act (FLSA), the primary federal statute dealing
withthe minimumwageand related issues. At thetimeof itsinception, the minimum wagewas considered
anecessary wage floor, important for ensuring aresponsible relationship between the worker and the
employer. Over theyears, it hasbecomeacontroversid issue. Thereisawidegulf between thosewho
view ahigher minimum wage as necessary to reducing poverty, and those who assert that it treads upon
and reducesthe efficiency of themarket.

Thefederd minimumwageisset by Satute. It remainsat the statutory level unless specifically dtered by
Congress. Some states have minimum wage standards that are higher than that of the FLSA: where
coverage overlaps, the higher standard normally prevalls.

Thelaw has undergone comprehensive amendment eight times: in 1949, 1955, 1961, 1966, 1974, 1977,
1989, and 1996. 1n 1977, Congress|egidated aseries of stepsto increase the minimum wagefor covered
workers. Thefirst increaseto $2.65 per hour took place on January 1, 1978; othersfollowed through
1981. Throughout this period of mandated increases, inflation eroded thered value of theincrease. The
minimumwagefd| below therea cost of living.

Congressincluded limited tax relief in the 1996 law (P.L. 104-188) to offset the $1 increasein the mini-
mum wage. Specifically, thelaw (1) increased expensing for small businesses; (2) modified therules
regarding Subchapter S corporationsto makeit easier for small businessesto expand; (3) established a
new smplified penson plan for smdl businesseswith fewer than 100 employees, (4) extended anumber of
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expiring tax credits; and (5) established charitable o
risk poolsto alow organi zationsto pool insurance Minimum Wage Increases
costs for their membersin order to reduce pre- | Public Law | DateotEffect | Amount |
mium cogsts. Finaly, the measure established a
$5,000 tax credit to encourage agreater number
Of EdOpti ons. (P.L. 75-718) October 1938 $0.25
October 1939 $0.30
October 1945 $0.40
By theend of the 1990s, a:)prOXi matdy 80million (P.L. 81-393) January 1950 $0.75
workerswere subject to the wage requirements (P.L. 84-381) March 1956 $1.00
of the FLSA, though most were actualy paid sub- (P.L. 87-30) September 1961 $1.15
santialy in excessof that rate. Thegeneral mini- September 1963 $1.25
mumwageunder theFLSA, setby the 1996 FLSA | (8999 E:E:ﬂ:g 122; :i':g
amendments, is now $5.15 per hour. In1998, | o 93250 May 1974 $2.00
about 4.4 million wage and salary workers, paid January 1975 $2.10
on an hourly basis, earned at or below $5.15 per January 1976 $2.30
hour, approximately 1.6 million a $5.15 per hour, (P.L.95-151) January 1978 $2.65
and roughly 2.8 million below $5.15 per hour. January 1979 $2.90
January 1980 $3.10
L January 1981 $3.35
Debate Over theMinimum Wage (P.L. 101-157) April 1990 $3.80
April 1991 $4.25
The debate over the minimum wageturnsonthis (P.L. 104-188) October 1996 $4.75
question: Doesit lift theworking poor out of pov- September 1997 $5.15
erty or lock them out of thejob market? , _
Pending Changes April 2000 $5.48
in the Bill April 2001 $5.81
Whereisthe EconomICCalamﬁy'? Ononesde April 2002 $6.15
of the debate are supportersof increasing themini- Source: Congressional Research Service

mum wage, who assert that the theory of supply
and demand does not apply so neetly to theredlity
of labor markets. They notethat higher wages often garner greater loyaty and effort. Payroll costsgo up,
but employers may gain productivity and reduced turnover, training, and recruitment costs. Employers
who can't find reliable hel p are usudly the ones paying the lowest wage possible.

In addition, supporters note, employment rates areinfluenced by amuch moresignificant factor, the Fed-
erd Resarve. ItisuptotheFedtolet theeconomy grow at itsmost robust potentia, which resultsin “full
employment.” Insuch atight labor market, employersare ableto absorb increased payroll costs. Of late,
the Fed hasraised interest rates on account of what it perceivesasan “inflationary” labor market-that is,
too many workersand not enough jobs. If thisisthe case, why not lift the wages of those at the bottom?

Employment inflation, infact, takes place at the high end of thelabor market; in the high technology sector,
for example. Tight labor markets give high-wage, high-skilled employeesmore bargaining leveragewith
their employers, which can eventuatein inflation. Theminimumwage, however, istargeted to low-skilled
workers, who havelittle, if any, bargaining leverage.

Finally, supporters point to the last minimum wage increase, which was enacted in 1996. During this
period, unemployment fell steedily, most Sgnificantly among minorities, teenagers, and individuaswithout
collegedegrees-afar cry from the dire predictions of minimum wage opponents. Thisyear, for example,
the unemployment rate among black man fell to arecord low level. Supporters notethat 72 percent of
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minimum wage workers are adultswith family incomes about $15,000 bel ow the nationa average. A
dollar-an-hour increase will put $2,000 more ayear in their pockets. Where isthe economic calamity
here?

Does the Minimum Wage Do M ore Harm than Good? On the opposing side of the debate are
those—small businesses and thefast-food industry, for example—who believe that agovernment-man-
dated minimum wage distorts market forces of supply and demand: If the price of somethingisraised (in
thiscaselabor), peoplewill buy lessof it. Hence, if an employer hasaset amount to spend on payroll, and
the priceof labor goesup, that fixed amount will be divided among fewer workers. Such effectsarefelt
most acutely by small businessowners, who can ill afford reductionsin their dender profit margins.

Opponents of minimum wage hikes assert that forcing employersto cut their workforce causesalabor
displacement effect, the brunt of whichisinvariably borneby low-skilled adults, who arethefirst victims of
theemployer’schopping block. Criticsnotethat with most of theincreasesin the minimum wagesincethe
1960s, welfarerollsswelled. A Wisconsin University study of 1980swageincreasesfound that welfare
mothersin statesthat rai sed the minimum wage stayed on welfarerolls 44 percent longer than their coun-
terparts.

Critics contend that wages are inextricably tied to skills, that another increase will lock out from the
workforcethevery individuals such increases are designed to hel p: the poor and thelow-skilled. U.S.
Census Bureau figures show that the average income of minimum wage employeesincreases by 30 per-
cent within oneyear of employment. Thisiswhy only 2.8 percent of employees abovethe age of 30 work
at theminimumwage: asthey accumulate skills, they get raises. Asidefromitsimpact on low-skilled
adults, opponent assert that another hikewill dramatically increase the number of low-skilled teenswho
areout of school and unemployed. Employers substitute high-skilled teenswhen the price of labor goes

up.

Opponents of minimum wage increasesfavor atax incentive approach-the Earned Income Tax Credit
(EITC), which benefitsthe working poor without affecting employer demand for workers. Ascandidate
Clinton himsdlf noted in 1992 “We canincreasethe earned incometax credit by acouplebillion dollarsa
year and, far moreefficiently than raising the minimum wage, lift theworking poor out of poverty.”

Provisions:
— FLSA Amendments—

H.R. 3081 amendsthe 1938 Fair Labor Standards Act (FLSA) to increasethe federa minimum wage by
$1 over threeyears. Specifically, thebill increases minimum wage from $5.15to (1) $5.48 on April 1,
2000; (2) $5.81 0on April 1,2001; and (2) $6.15 on April 1, 2001.

Themeasure also amendsthe 1938 Fair Labor Standards Act to provide an exemption from minimum
wageand overtimelawsfor certain “insdesales’ employees, which thebill defines as people who work
fromwithin an employer’sestablishment to sall to cussomersusing thetelephone, fax, and computer. The
bill extendsthisnew exemption to any employeein asalespostion if theemployee (1) has specidized or
technical knowledge related to the products or services being sold; (2) makes sales predominately to
personsto whom the empl oyee has made previous saes, which does not involveinitiating sales contracts
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entirdly oncold cdls; (3) recelvesan annua base compensation, regardless of the number of hoursworked,
of one and one-half times the minimum wage multiplied by 2,080. Wherever a higher state or local
minimum wage prevails, the minimum compensation threshold will adjust accordingly; and (4) receives
incentive compensation based on each sale madethat isequal to at |east 40 percent of the employee's
minimum base compensation. Evenif an employeereceivesahigher basewage, the minimum incentive
compensation figure remains based on a proportion of the minimum basewage.

Inaddition, the measure exemptsfrom minimum wageand overtimelaws (1) funerd directorsand licensed
embalmers, and (2) computer professionalswhose primary dutiesinclude systems and database analysis
and design, aswell astraining or managing employeesthat perform such duties.

— Edate and Gift Tax Relief —

H.R. 3081 includes anumber of measuresto provide approximately $16.3 billion in estate and gift tax
relief over fiveyears. Thesechangesareoutlined below.

Themeasurereducesthe estate, gift, and generation-skipping transfer (GST) taxesover fiveyears. Begin-
ningin 2001, thebill replacestheunified credit with aunified exemption and repeal sthefive-percent surtax
and ratesin excess of 53 percent. Beginningin 2002, the bill repealsratesin excess of 50 percent. In
2003 and 2004, the bill reduces all estate and gift tax rates by one percentage point, and outlines a
proportionate reduction in the state death tax credit. Findly, the bill makesanumber of modificationsto
the GST tax prior toitsrepeal. Thesechangesaresimilar tothe provisionsin H.R. 2488 (however, the
taxesarereduced over fiveyears, asopposed to aphased-in reped over 10 yearsin the Taxpayer Refund
andRelief Act).

Thefederd estate and gift taxesareaunified tax system: atransfer of wedlth, whether made duringthelife
of the donor or at death, istaxed under the same general structure. The unified estate and gift tax rates
begin at 18 percent on the first $10,000 in cumulative taxable transfers and reach 55 percent on such
tranfersover $3 million. In addition, the government imposesafive-percent surtax on cumulative taxable
transfers between $10 million and the amount necessary to phase out the benefits of the graduated rates.
Under the 1997 Taxpayer Rdlief Act (P.L. 105-34), the unified credit exempts $650,000 in 1999, which
increasesto $675,000 in 2000 and 2001, $700,000 in 2002 and 2003, $850,000 in 2004, $950,000in
2005, and $1 million in 2006 and thereafter under changes enacted by the 1997 Taxpayer Relief Act.

The GST tax isdesigned to prevent an individual from transferring property to successive generations
without being subject to the estate and gift tax for each generation. Current law providesa$1 million
exemption (indexed to inflation beginning thisyear) for each individua making generation-skipping trans-
fers.

— Small Business Tax Relief —

H.R. 3081 providesapproximately $5.5 billionin small businesstax relief over fiveyears. Thesechanges
areoutlined below.

Self-Employed Health I nsurance Deduction. H.R. 3081 increasesthe deduction for health insurance
(aswell asqudified long-term expenses) of salf-employed individualsto 100 percent beginning in 2001.
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Thisprovison modifiescurrent law, which doesnot phasein full deductibility of hedthinsurance expenses
for self-employed individua suntil 2003. Under current law, individuals may deduct 60 percent of their
health insurance expensesin 1999 through 2001, 70 percent in 2002, and 100 percent in 2003.

I ncreasein Section 179 Expensing. Thehill increasesthe small business equipment expense deduction
to $30,000 annudly beginningin 2001. Current law phasesin a$25,000 deduction limit over fiveyears,
reaching thislevel in 2003; small businesstaxpayers currently may deduct $19,000.

BusinessM eal Deduction. The measureincreasesthe businessmeal expense deduction to 55 percent
in 2001 (from the current level of 50 percent) and to 60 percent in 2002. Thebill also acceleratesthe
phase-infor thisdeduction for individual s subject to Transportation Department hours-of-servicelimita-
tions. Under current law, the deduction isscheduled to increase from 55 percent in 1999 to 80 percent in
2008. Thehill increasesthe deduction to 80 percent beginning in 2001.

Occupational Taxes. Thebill repeasoccupationa taxeson distilled spirits, wine, and beer for retailers,
wholesalers, and producers. Under current law, the producers and marketers of these a coholic bever-
agesmust pay an annual tax (between $250 and $1,000 per premise) on July 1 of each year.

— Pension Reforms—

H.R. 3081 outlines measures designed to reform pension systems and enhance retirement security. These
provisionsprovide gpproximately $4.5 billionintax relief over fiveyearsand are smilar to the Taxpayer
Refund and Rdlief Act (although the bill includesanumber of new minor provisons). Thesemeasuresare
outlined below.

Expanding Coverage. The measureincreases contribution and benefit limitsin tax-favored retirement
plans. Specificdly, thebill (1) increasesthe $30,000 annua contribution limit for defined contribution
plansto $40,000; (2) increasesthe $130,000 annua benefit limit under adefined benefit plan to $160,000;
and (3) increases the $160,000 compensation limit to $200,000. Thebill also extendsthe®Roth IRA”
concept (i.e., depositing after-tax contributionsto receive tax-free distributions) to 401(k) and 403(b)
plans (otherwise known as*tax-deferred annuities’) whereby participants may elect to have sdary defer-
ralstreated as after-tax contributions.

Beginningin 2001, the bill increasesthedollar limit on annua eective deferrd sunder section 401(k) plans,
tax-deferred annuities, and salary reduction simplified employee pension plans (SEPS) in $1,000 annual
incrementsuntil thelimitsreach $15,000in2005. Beginningin 2001, the proposd increasesthe maximum
annud dective deferralsthat may be madeto a SIMPLE retirement account in $1,000 annual increments
until thelimit reaches $10,000in 2004. Themeasureincreasesthedollar limit on deferrdsunder asection
457 plan (i.e., an eigible deferred compensation plan of astate or local government or tax-exempt em-
ployer) to conformto the dective deferra limitation. Thus, thelimitwill be$11,000in 2001 and continue
toincreasein $1,000 annua incrementsuntil it reaches $15,000in 2005. Theabovelimitswill beindexed
annualy theresfter in $500 increments.

Inaddition, thehbill (1) modifiesand smplifies“top-heavy rules’; (2) stipulatesthat el ective deferra contri-
butionswill not be cons dered when cal culating deduction limits; (3) reped s coordination requirementsfor
section 457 plans of state and local governmentsand tax-exempt organizations; (4) eliminates |RS user
feesfor determination letter requests by small employers; (5) increasesthe minimum benefit safe harbor
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under defined benefit plans; and (6) reduces PBGC premiumsfor small and new plans. Thebill makesa
number of other minor changes.

Enhancing Fairnessfor Women. Themeasureaso (1) allowsadditional saary reduction “catch-up”
contributionsfor workersover age 50 (i.e., individuals may deposit additional amountsinto certainretire-
ment accounts); (2) accel erates vesting requirementsfor employer matching contributions; (3) provides
equitabletreatment for contributionsto defined contribution plansby eliminating “ percentage of compen-
sation” limits; (4) smplifiesand updates minimum distribution rulesthat apply to tax-favored plans; and (5)
clarifiesthetax treatment on the division of section 457 plansupon divorce.

Portability. The measureincreases portability of retirement assets so employees may roll over such
assetsfromonejob tothenext. Specificdly, thehill alowsindividuastoroll over digibledigributionsfrom
qualified retirement plans, tax-deferred annuities, and section 457 state and local governmentsplans. In
addition, thebill allowsemployeestoroll over after-tax contributionsinto another qudified planin adirect
rollover, or toan IRA. Findly, thehill (1) expandsspousd rollovers, (2) alowspenson plansto diminate
unnecessary distribution options; (3) alowsemployersto disregard rolloversfor purposes of cash-out
rules, (4) alowsemployeesto access benefitsfrom 401(k) plans, tax-deferred annuities, and section 457
plansafter “ severing employment” rather than “ separating from service” (i.e., alowsdistributionswhenan
employee continuesin the samejob after amerger); (5) allowsahardship exception to the 60-day rollover
rule; and (6) allowsthe use of tax-deferred annuity and section 457 plan assetsto purchase service credit
in government-defined benefit plans.

Pension Security. Thebill phasesintherepeal of the current 150 percent contribution limit to defined
benefit plansby 2004. Present law contributionsto plansthat exceed 150 percent of current liability are
not tax-deductible (thislimit will phase up to 170 percent by 2003). In addition, the bill expandsthe
missing participant program to include defined contribution plansto allow individual sto locate 401 (k)
money they may haveleft with apreviousemployer. Thebill also providesexcisetax relief for sound
pension fundsand requires plan administratorsto notify recipients of Sgnificant reductionsin future ben-
efits. Themeasureincludesanumber of other provisionsdesigned to alow companiesto better fund their
plansand strengthen disclosurerequirements.

Regulatory Burdens. H.R. 3081 includes anumber of provisions designed to smplify the pension
sysemto help small businesses offer, and large employersimprove, their penson plans. Specificaly, the
bill (1) dlowsemployersto reinvest employee stock ownership plan dividendswithout losing the dividend
deduction; (2) extendsthe notice and consent period regarding distributionsto alow individuasto planfor
and request pension digtribution further in advance; (3) smplifiesannual filing requirementsfor pension
planswith fewer than 25 employees; (4) repeal s severa complex regulatory testsrequired of employers;
(5) directsthe Treasury Secretary to modify mechanica nondiscrimination requirementsto provide addi-
tiond flexibility; (6) darifiesthetax treetment of employer-provided retirement planning services, (7) modifies
thetiming of plan vauations; and (8) darifiesthestatusof church welfare plansunder stateinsurancelaws.
Findly, thebill makes severa other miscellaneous changes.

— Community Renewal —
H.R. 3081 provides gpproximately $745 millionintax relief over fiveyearsto distressed communitiesand

industries. Theseprovisonsaresimilar to the Taxpayer Refund and Relief Act, except that the bill dlows
thedesignation of 15, instead of 20, renewa communities.
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Community Renewal. H.R. 3081 authorizesthe HUD Secretary to designate 15 “renewa communities’
in both urban and rurd aress, alowing themto qualify for specia tax incentives (at least threemust bein
rural areas). Thehill requiresthe secretary to adhereto certain eligibility criteriaand procedureswhen
designating these communities. These provisonsare designed to createjobs, stimulateinvestment, and
assig familiesinimpoverished neighborhoods. Inadditionto their specia designation, renewa communi-
tieswill recelve additiona tax incentivesover aseven-year period from 2001 through 2007. They include:

* 100-per cent Capital Gain Exclusion. H.R. 3081 diminatescapital gainstaxesonthe
sadeof any qualified stock, business property, or partnership interest located within re-
newa communitiesthat have been held for at |east five years and that are acquired after
December 31, 2000, and before January 1, 2008.

* Family Development Accounts. The bill establishes family development accounts
(FDAYS), tax-exempt accountsthat allow taxpayersto deduct up to $2,000 for amounts
paid in cash to FDASs to benefit “qualified persons’—a person who both livesin the
renewa community during thetax year and claimsthe earned incometax credit inthe
preceding tax year. |naddition, other individuals may deduct up to $1,000 annually to
benefit aqudified person. FDAsare designed to encouragelow-incomefamiliesto save
aportion of theirincomeor their earned incometax credit refund.

Cash donationsare deductible, evenif theindividua doesnot itemize, whilewithdrawas
aretax-freeif used for aqualified purpose (i.e., post-secondary educational expenses,
certain first-home purchases, certain bus ness capitalization costs approved by afinancia
ingtitution or by anonprofit loan fund, or medical expenses). Themeasureallowscertain
quaifying tax-freerolloversof FDA amountsinto other accountsto benefit anindividua
(or aspouse or dependent).

* Commer cial Revitalization Deduction. H.R. 3081 alowstaxpayersto claima®com-
mercid revitaization deduction” (i.e., an up-front deduction of 50 percent of the cost of
renovation or a 100 percent deduction for such costs spread over 10 years) for effortsto
build or refurbish commercid-usebuildingsin renewa communitiesduring aseven-year
period between 2001 and 2007. Deductionsmay equa up to $10 million per location. In
addition, statesmay allocate up to $6 millionin deductionsto each renewa community in
the state annually during the seven-year period.

* Additional Section 179 Expensing. The measure raisesthe maximum allowable ex-
pensededuction for purchasesof plant and equipment inrenewa communitiesfrom $25,000
to $35,000. Businesses in areas with dual-designations may deduct up to $55,000
($20,000 of additional expensesunder current law empowerment zone provisions, and
$35,000in expensesunder renewal community provisons). Deductionsmay beapplied
to property valued at up to $200,000 and will be phased out proportionately as the
property’svaue exceedsthat amount.

* Expensing Environmental Remediation Costs (“ Brownfields’). H.R. 3081 permits
taxpayersto expense costsincurred in mitigating theimpact of environmental contami-
nantswithin adesignated renewa community. Thisprovision appliesto expenditures
incurred between 2001 and 2007.
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* Work Opportunity Tax Credit (WOTC). Thehill providestheWOTC to employers
who hireindividuaswho live and perform most of their work inarenewa community. In
addition, should theWOT C expire, busnesseslocated in renewa communitiesmay quaify
for al15-percent tax credit onfirst year wages (up to $10,000) paid to low-incomework-
ers. Thecredit increasesto 30 percent on second-year wages.

Reforestation Expenses. Beginning in 2001, the bill increases the cap on expenses digible for the
reforestation credit from $10,000 to $25,000 per taxable year (from $5,000 to $12,500 for a separate
return by amarried individua) and €iminatesthe cap on expenses eligiblefor seven-year amortization
during 2001-2003.

— Extension of Expiring Provisons —

Wefareto-Work Tax Credit. H.R. 3081 extendsthewelfare-to-work tax credit for 30 monthsthrough
December 31, 2001, providing approximately $272 millionintax relief. Theprovision providesemploy-
erswith acredit on thefirst $20,000 of digible wages paid to long-term welfarerecipientsduring their first
two yearsof employment. The credit equals 35 percent of thefirst $10,000 of digiblewagespaidinthe
first year, and 50 percent of the first $10,000 in wages paid during the second year. The maximum
employer benefit alowed is$8,500 per employee. A qualified long-term employeeincludesfamily mem-
berswho (1) havereceived assistancefor at |east 18 consecutive months ending on the hiring date; (2)
havereceved assstancefor atota of 18 monthsor moreafter August 5, 1997 (whether consecutively or
not) if they are hired within two years after the date that the 18" month of assistanceisreached; and (3) are
no longer digiblefor assstance because of ether federd or satetimelimits.

Work Opportunity Tax Credit (WOTC). The measure extendsthe WOTC for 30 monthsthrough
December 31, 2001, providing approximately $1.1 billionintax relief. Thiscredit generally equals40
percent (25 percent for employment of fewer than 400 hours) of qualified wages, which includes compen-
sation earned during thefirst year of employment. Generaly, the credit all owsamaximum of $6,000 of
wages per person during thefirst year of employment. Target groupsfor employersto hirefrominclude
(1) individuaseligibleto receive welfare benefits; (2) certain ex-felonswho are hired within oneyear of
their releasefrom prison or conviction date; (3) high-risk youth; (4) individualsbetween 18 and 25 years
of agewhosefamilieshavereceved food samp assstancefor at least six monthsat thetimethey arehired;
(5) vocational rehabilitation referrals; (6) qualified summer youth employees; (7) certain veteranswho
receivefood stamps; and (8) recipients of certain SSI benefits.

— Real Estate —

H.R. 3081 includes anumber of measuresto provide approximately $669 millioninrea estatetax relief
over fiveyears. Theseprovisonsaredetailed below.

Real Estatelnvestment Trusts(REITS). Thebill makes several modificationsto therulesgoverning
REITs. Specificdly, themeasure (1) prohibits REITsfrom owning morethan 10 percent of thetota value
of securitiesof asingleissuer; (2) permits REITsto own and operate ahedlth carefacility for at least two
years, (3) modifiesREIT distribution requirementsto conform to regul ated investment companies (RICs);
(4) modifiesearningsand profit rulesfor REITsand RICs; and (5) establishesrulesfor computing the
permitted ownership of anindependent contractor for aREIT whenitsstock ispublicly traded.
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REITsare companies dedicated to owning and, in most cases, operating income-producing real estate
(e.g., apartments, shopping centers, office complexes, and warehouses). SomeREITsadsoareengagedin
financing redl estate. A REIT islegdly requiredto pay virtudly dl of itstaxableincome (95 percent) toits
shareholders on an annual basis. REITs may deduct the dividends paid to the shareholders from its
corporatetax bill if the company’sassetsare primarily comprised of red estate held for thelong term, the
company’sincomeismainly derived fromrea estate, and the company paysout at least 95 percent of its
taxableincometo shareholders. Because REITsmay deduct thedividendsthey pay to their shareholders,
they are, in substance, treated as pass-through entities under present law.

PrivateActivity Tax-Exempt Bonds. H.R. 3081 acceleratesthe scheduled increaseinthelimitson tax-
exempt private activity bondsto $75 per resident or $225 millionif gregter (the current limitsthrough 2002
are $50 per resident or $150 million if greater) beginning in 2004 (under current law, theincrease will not
be effective until 2007). Interest earned on state- and municipally-issued bonds may be excluded from
general incomeif the bond proceedsfund activities conducted and paid for by locdlities. Interest on such
bondsused to finance activities carried out and paid for by private persons(i.e., “private activity bonds’)
istaxable unless specificaly exempted by thetax code. However, private activity bondson which interest
may betax-exempt include bondsfor (1) privately operated transportation facilities (airports, masstranst,
and high speed rail systems); (2) privately owned and/or provided municipa services (water, sewer, solid
waste disposal, and el ectric and heating systems); (3) economic devel opment in depressed areas; and (4)
certain socid programs (low-incomerental hous ng, sudent loan bonds).

Low-IncomeHousing Tax Credit. Thehill phases-in anincreasein the $1.25 per capitacap for the
low-income housing credit to $1.75 and indexesit to inflation beginning in 2004. The credit may be
claimed over a10-year period for the cost of rental housing occupied by tenantsthat have incomes bel ow
certainlevelsand isavailablefor newly constructed or substantially rehabilitated housing.

M ortgage Obligations. The measure exemptstaxpayersfrom including in grossincome any mortgage
amount forgiven by alender if the proceeds of their home sale are insufficient to satisfy the qualified
outstanding mortgage. The provision respondsto situationswhere homeownersdiscover that their out-
standing mortgage exceedsthevaue of their home. Generaly, homeownerswho areforced to sell their
homefor lessthan the amount of the outstanding mortgage must find additional fundsto pay off thelender
for the shortfall. In some situations, the lender may forgive the shortfall as an accommodation to the
homeowner. However, if thelender forgivesthe shortfall, current law requiresthe former homeowner to
pay taxes on the portion of the mortgageforgiven by thelender. Current law treatsthisforgiven debt asif
it had been paid to the former homeowner by thelender.

— Miscellaneous Provisons —

Disabled AccessCredit. H.R. 3081 extends the disabled access credit to any business (as opposed to
only certain small businessesunder current law) to subsidize the cost of bringing certain inter-city buses
into compliancewith the 1990 Americanswith DisabilitiesAct (ADA; PL. 101-336). Thebill authorizes
acredit of 50 percent of the éligible access expensesthat exceed $250 and up to $30,250 (the maximum
credit may not exceed $15,000 per bus). Current law providesatax credit for certain small businesses
that pay for the cost of complying withthe ADA. Thesedigiblesmall busnessesmay not have morethan
$1 millioninrevenuesor 30 full-timeemployees. The current law credit equals 50 percent of the access
expensesthat exceed $250 and up to $10,250 (the maximum annual credit is$5,000). Thisprovision
provides$11 millionintax relief over fiveyears.
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Education Benefits. The measure excludesfrom grossincome certain educationa benefits provided by
an employer tothechild of an employee. Specificdly, thebill allowsup to $2,000 per year of educational
benefits to be treated as a qualified scholarship and therefore excluded from grossincome (based on
certain conditions). Thisprovison provides$74 millionintax relief over fiveyears.
Filmand Teevision Production. Thehill establishesacredit equal to 20 percent of thefirst $20,000in

wagespad annualy to an employee of aqudified U.S. independent film and televison production. This
provision provides $659 millionintax relief over fiveyears.

Costs/Committee Action:

The Joint Committee on Taxation estimatesthat thetax provisonsoutlinedin thebill will cost $429 million
in FY 2000 and $29.7 billion over the FY 2000-2004 period.

Thebill wasnot reported by aHouse committee.

Other Information:

For information onthe Taxpayer Refund and Relief Act, seeLegidative Digest, Vol. XXV, #19, P 11,
July 19, 1999; and #23, Pt. 1V, August 4, 1999.

o ¢

Scott Galupo (FLSA Amendments), 226-2305
Kevin Smith (Tax Provisions), 226-7862

Brian Fortune: Managing Editor

Kevin Smith: Senior Legislative Analyst

Legidative

REPUBLICAN

Digest

Mary Rose Baker, Scott Galupo,
Brendan Shields, & Heather Valentine:

Legislative Analysts ) S
http://hillsource house.gov/L egidativeDigest

HRC Legidative Digest Vol. XX VIII, #31, Pt. 11, October 25, 1999 J.C. Watts, Jr., Chairman



